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REF: STATE 252346 

1 . DEPUTY ASSISTANT SECRETARY DUBS CALLED IN AMBASSADOR 
SIDDIQI ON OCTOBER 15 TO PROVIDE FOLLOW UP INFORMATION ON 
ARMS SUPPLY WHICH UNDER SECRETARY HABIB PROMISED ADMIRAL 
KHAN OCTOBER 6. POINTS DISCUSSED WERE AS FOLLOWS: 

2. FMS FINANCING: DUBS GAVE AMBASSADOR A BRIEF "TECHNICAL" 
PAPER ON FMS FINANCING. TEXT OF THE PAPER IS AS FOLLOWS: 
ELIGIBILITY - THE PRESIDENT MUST FIND THAT THE FURNISHING 
OF DEFENSE ARTICLES AND SERVICES WILL STRENGTHEN THE SEC- 
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URITY OF THE UNITED STATES AND PROMOTE WORLD PEACE BEFORE 
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A COUNTRY IS ELIGIBLE TO PURCHASE MILITARY DEFENSE ARTICLES 
AND SERVICES FROM THE USG USING FOREIGN MILITARY SALES 
(FMS) PROCEDURES— THIS IS OF COURSE A PREREQUISITE BEFORE 
FMS FINANCING CAN BE PROVIDED. THIS FINDING BY THE PRESI- 
DENT IS NOTIFIED TO CONGRESS AND PUBLISHED IN THE FEDERAL 
REGISTER. FINANCING - AS A FURTHER STEP, SHOULD THE UNITED 
STATES DECIDE TO EXTEND FMS FINANCING, THERE ARE TWO TYPES 
OF FINANCING POSSIBLE-FMS CREDITS AND USG GUARANTEED FMS 
LOANS. (THE DIFFERENCE BETWEEN THE TWO IS PRIMARILY ONE OF 

INTERNAL US APPROPRIATIONS AND ACCOUNTING PROCEDURES AND 
THE FORMER IS RARELY USED TODAY). SINCE 1974 WHEN CONG- 
RESS AUTHORIZED THE FEDERAL FINANCING BANK (FFB) TO EX- 
TEND FMS LOANS, VIRTUALLY ALL FMS FINANCING HAS BEEN PRO- 
VIDED THROUGH THE FFB. BY LAW THE INTEREST RATE CHARGED 
ON ALL DIRECT AND FMS LOANS MUST BE NO LESS THAN THE COST 
OF MONEY TO THE USG. THE FFB DOES NOT PROVIDE CONCESSIONAL 
FINANCING. THE COST OF MONEY TO THE USG IS DETERMINED BY 
THE US DEPARTMENT OF TREASURY AND THE INTEREST RATE ON 
EACH LOAN VARIES WITH LENGTH OF THE REPAYMENT TERM. RE- 
PAYMENT TERMS ARE NORMALLY FROM FIVE TO EIGHT YEARS. FOR 
EXAMPLE, RECENTLY THE FFB EXTENDED A USG GUARANTEED FMS 
LOAN TO A FOREIGN COUNTRY FOR EIGHT YEARS AT AN INTEREST 
RATE OF 8.08 PERCENT. END OF TEXT. 

3. DUBS EXPLAINED THAT THE PAPER WAS INTENDED FOR THE 
BDG'S BACKGROUND AND STRESSED THAT IT DID NOT 

IMPLY ANY COMMITMENT. HE FURTHER RULED OUT THE POSSIBI- 
LITY OF ANY CONCESSIONAL SALES OR GRANTS UNDER THE FMS 
SYSTEM. 

4. HYDRO-GRAPHIC RESEARCH SHIP: AMBASSADOR SIDDIQI CON- 
FIRMED THAT THE BANGLADESH EMBASSY IS IN CONTACT WITH AID 
OFFICIALS CONCERNING DETAILS OF THE HYDRO-GRAPHIC RE- 
SEARCH SHIP WHICH KHAN MENTIONED. DUBS PROMISED THAT AID 
WILL CAREFULLY EXAMINE THE MATTER AFTER THE BDG MAKES 
CLEAR WHAT KIND OF SHIP IT IS SEEKING. HE POINTED OUT, 

HOWEVER, THAT PROVIDING SUCH A SHIP WOULD BE CONSIDERABLY 
OUTSIDE THE SCOPE OF THE CURRENT AID CONGRESSIONAL MANDATE 
WHICH IS AIMED AT MORE DIRECT AND IMMEDIATE BENEFIT TO 
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THE NEEDIEST. CONSEQUENTLY, HE SAID IT WOULD BE UNUSUAL 
FOR AID TO HAVE ANY INVOLVEMENT IN SUCH A PROJECT. 

5. BDG MILITARY TEAM: DUBS CONVEYED TO SIDDIQI DEPUTY 
DEFENSE SECRETARY CLEMENT’S AGREEMENT THAT A WORKING LEVEL 
BD MILITARY TEAM WOULD BE WELCOME TO COME TO WASHINGTON 
TO DISCUSS MILITARY EQUIPMENT. DUBS MADE CLEAR THAT 

PRIOR TO THE TEAMS ARRIVAL, WE WOULD EXPECT THE BDG TO 
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SUBMIT A LIST OF THEIR ARMS NEEDS, RANKED IN PRIORITY 
ORDER FOR OUR REVIEW. ON THE BASIS OF WHAT KHAN TOLD 
HABIB, WE WOULD EXPECT THAT TRANSPORTATION AND COMMUNICA- 
TION ITEMS WOULD RANK HIGH. THE TEAM WOULD BE EXPECTED TO 
FOCUS ON DETERMINING COMMERCIAL SUPPLIERS OF ITEMS SOUGHT, 
ON THE AVAILABILITY AND QUALITY OF VARIOUS TYPES OF EQUIP- 
MENT, AND ON THE COST OF PARTICULAR ITEMS. DUBS SAID 
THAT DISCUSSION OF "MS DETERMINATION OR FINANCING WOULD 
BE CONSIDERED OUTSIDE THE SCOPE OF THE TEAMS ACTIVITY. 
AMBASSADOR SIDDIQI NOTED THAT THE BDG HOPES TO SEND A 
THREE MAN TEAM, ONE FROM EACH OF THE SERVICES. IN AN EN- 


SUING DISCUSSION OF THE TERM 'WORKING LEVEL". IT WAS 
AGREED THAT COLONEL OR LIEUTENANT COLONEL OR THEIR EQUIVA- 
LENT WOULD BE APPROPRIATE. 

6. IN RESPONSE TO SIDDIQI'S QUESTION ABOUT THE POSSIBILITY 
OF OBTAINING GRANTS, DUBS STRESSED THAT THERE WERE NONE, 
EVEN FOR NON-LETHAL EQUIPMENT. DUBS ASKED IF ANY THIRD 
COUNTRIES ARE PREPARED TO HELP OUT THE BANGLADESHIS WITH 
MONEY FOR THEIR ARMS NEEDS. SIDDIQI MENTIONED NONE. TO 
THE AMBASSADOR'S QUESTION ABOUT THE QUANTUM OF MATERIAL 
WE WOULD BE PREPARED TO SUPPLY, DUBS ASKED HOW MUCH THE 
BDG THINKS IT CAN AFFORD? 

7. A DISCUSSION ENSUED ON COMMERCIAL FINANCING ARRANGE- 
MENTS. WE STRESSED THAT MOST COMMERCIAL SALES OF MILITARY 
EQUIPMENT ARE FINANCED BY COMMERCIAL BANKS AT PREVAILING 
INTEREST RATES (CURRENTLY AROUND 8 AND FOR SHORT TERMS, 
THREE TO FIVE YEARS). WE EXPLAINED THE RELUCTANCE OF 

EXIM OR FCIA TO GET INVOLVED IN SOUTH ASIA IN GENERAL OR 
BANGLADESH IN PARTICULAR. AND STRESSED THAT ANY COMMER- 
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CIAL FINANCING WITHOUT EXIM OR FCIA INVOLVEMENT WOULD BE 
VERY DIFFICULT TO ARRANGE (AS THE RECENT HELICOPTER CASE 
HAS MADE CLEAR). 

8. SIDDIQI ASKED ABOUT THE AVAILABILITY OF SURPLUS LAND- 
ING CRAFT. WE EXPLAINED THAT WE WILL BE AS FORTHCOMING 
WITH LANDING CRAFT AS WE CAN BE BUT NOTED THAT IT IS OFTEN 
DIFFICULT FOR COUNTRIES NOT ELIGIBLE FOR FMS TO PURCHASE 
SURPLUS EQUIPMENT. 

9 . ACTION REQUESTED: TO PREVENT ANY POSSIBLE MISUNDERSTAND- 
ING, YOU SHOULD CALL ON ADMIRAL KHAN AS SOON AS POSSIBLE 
TO REPEAT THE SUBSTANCE OF WHAT WE TOLD SIDDIQI. IN 
DOING SO YOU SHOULD STRESS THE FOLLOWING POINTS: (A) THAT 
THE FMS PAPER WAS PROVIDED FOR THEIR INFORMATION ONLY. 
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(B) THAT WE WILL LOOK FURTHER INTO THE MATTER OF THE 
RESEARCH SHIP SUBSEQUENT TO BDG'S PROVIDING US CLARIFYING 
INFORMATION. (C) THAT THE MILITARY TEAM WOULD BE WELCOME 
TO COME HERE TO FOCUS PRIMARILY ON COMMERCIAL SALES, 

SUBSEQUENT TO THE BDG'S GIVING US A REVISED LIST. IF IN 
YOUR JUDGMENT IT WOULD BE USEFUL TO PASS THIS INFORMATION 
ALONG TO OTHER BDG OFFICIALS, FOR EXAMPLE THE FOREIGN 
SECRETARY, YOU ARE AUTHORIZED TO DO SO. KISSINGER 
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